University of New Mexico

UNM Digital Repository
NotiSur

Latin America Digital Beat (LADB)

1-20-1994

Peru Reports Strong GDP Growth, Reduced
Inflation During 1993
LADB Staff

Follow this and additional works at: https://digitalrepository.unm.edu/notisur
Recommended Citation
LADB Staff. "Peru Reports Strong GDP Growth, Reduced Inflation During 1993." (1994). https://digitalrepository.unm.edu/
notisur/11331

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in NotiSur by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 57059
ISSN: 1060-4189

Peru Reports Strong GDP Growth, Reduced Inflation
During 1993
by LADB Staff
Category/Department: Enter article category in subject field of doc properties...
Published: 1994-01-20
Peru's economy grew nearly 7% in 1993, marking a complete reversal from the previous year, when
the GDP fell by 2.7%. In addition, the government reports a substantial drop in inflation to below
40%. In 1994, officials say economic recovery should continue. Nevertheless, the government is
depending on foreign aid to finance its social and economic development programs this year. And,
even if President Alberto Fujimori's administration receives the aid it seeks, most opposition groups
say the amount budgeted for social needs is too small to have a substantial impact on poverty in
Peru.
According to the official statistics agency (Instituto Nacional de Estadistica e Informatica, INEI),
the economy expanded by a robust 6.8% in 1993, marking an end to years of economic decline.
Among other sectors, industrial output jumped by about 9.5% compared to 1992, with the largest
increase reported in intermediary goods for construction, up 24.2%. Non-durable consumer goods
and intermediary products for agriculture also increased by 7% and 15.3%, respectively. Agricultural
production rose by about 5.8%, according to the Ministry of Agriculture. The Ministry reported
particularly hefty growth in staple crops such as corn, potatoes, and wheat, as well as livestock and
poultry production, which jumped 5.7% and 6.4%, respectively. INEI says the government also
achieved its goal of 40% annual inflation. The consumer price index increased 39.5% in 1993, down
from 56.7% the year before. Indeed, monthly inflation decreased fairly steadily throughout the year.
From January-June, consumer prices grew on the average by more than 3.5% per month, but in
the second half of the year, inflation averaged only about 2% per month. In fact, from SeptemberNovember, the consumer price index remained at about 1.6% each month, although it grew again
in December to 2.5% due to a 13% jump in fuel prices in late November. The drop in inflation is
generally attributed to the government's strict fiscal and monetary policies.
From 1988 to 1990, the country suffered from hyperinflation, with annual consumer price increases
of nearly 8,000%. But in 1991, the Fujimori administration launched a rigid austerity drive to lower
the country's fiscal deficit, including massive public sector layoffs, an aggressive campaign to reel in
state spending and privatize public institutions, and tight monetary policies, including particularly
high interest rates to soak up excess liquidity. As a result, inflation dropped to 139% in 1991, and
then to 56.7% in 1992.
In addition to government austerity and fiscal discipline, a substantial increase in tax income also
helped cut the budget deficit last year, further reducing inflationary pressures. In late 1991, the
National Superintendent for Tax Administration (Superintendencia Nacional de Administracion
Tributaria, SUNAT) carried out an extensive tax reform to increase government revenue.
Consequently, SUNAT says tax income in 1993 grew by nearly 4% compared to 1992, with total tax
revenue equivalent to about 10% of GDP last year. A hefty US$770 million jump in foreign reserves
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 2

LADB Article Id: 57059
ISSN: 1060-4189

which as of Dec. 27 stood at US$2.773 billion also helped maintain a fairly stable exchange rate,
which in turn alleviated the pressure on prices. INEI reports an accumulated 32.5% devaluation of
the sol for 1993.
This year, the government predicts that annual inflation will fall by another 15 percentage points, to
about 25% by year-end. Economic recovery should also continue, although the rate of growth will
likely slow to about 4.5% in 1994. Still, even to achieve that goal, the government will have to rely
heavily on foreign aid to finance economic and social development programs, in part because the
benefits of SUNAT's tax reform will probably level off this year, with tax income expected to drop to
about 8.8% of GDP.
The Ministry of Agriculture, for example, hopes to increase agricultural production by 10% this
year by broadening government credit programs and by providing small farmers with land titles to
improve their eligibility for commercial loans. Those projects, however, are dependent on approval
of a US$103 million loan which the government has already requested from the International
Monetary Fund (IMF), as well as financing from the Inter-American Development Bank (IDB).
The government is especially counting on foreign financing to fund emergency programs for poor
communities around the country. The Fujimori administration budgeted about US$600 million for
such social development projects in 1994, nearly all of which will come from foreign sources.
Among other initiatives, the government has applied for a US$100 million loan from the IDB to
boost the new National Fund for Social Development and Compensation (Fondo Nacional de
Compensacion y Desarrollo Social), set up to provide emergency assistance to the poorest sectors
of the population. Officials are now negotiating with the World Bank and the Paris Club of creditor
governments to provide another US$500 million for the Fund. Nevertheless, even if the Fujimori
administration manages to invest the full US$600 million budgeted for anti-poverty programs this
year, opposition politicians say it would only meet a small part of the population's needs.
About half of Peru's 22 million citizens are now below the poverty level, and about seven million, or
32%, are considered extremely poor. The amount allotted by the government for poverty programs
in 1994 represents only 7% of this year's budget of 16.15 billion soles (about US$8 billion). If
combined with planned spending for education, health, and other social services, the total amount
allotted for social spending represents less than 25% of the budget. In contrast, the government
allotted about 20.2% for public security in 1994, and 21%, or US$1.7 billion, for payments on the
foreign debt. As a result, opposition representatives in the legislature (Congreso Constituyente
Democratico, CCD) requested that the government reduce foreign debt payments by US$400 million
to rechannel those funds into social development projects, leading to heated debate in the assembly
when the budget bill came to a vote on Dec. 14. In the end, the pro-government majority in the CCD
approved the budget as proposed by the executive.
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